the House of Representatives." The C to serve as commander-in-chief of t the British pattern, it expressly provi Appropriation of Money to that Use Years." This is to say that the comman rations. And so we might go through t ment, 200 years old in 1987, uncoverin Might we take the measure of the pr dissimilar purposes? By the time he the judgment that the federal gover would continue to do so unless some gress, and for that matter the execu He proclaimed his purpose in his th his seventh month, with a tax cut tha federal government, bringing about deficit was elemental. It was to put in reductions in existing federal progra of new ones.
The concept, however, was more inspired than the execution. In fact, the execution was considerably blundered. Much too large a deficit was created.
This deficit began to compound and to assume a life of its own. In the first four years of the Reagan administration, the national debt all but doubled to $1.5 trillion. In the next four years, another trillion dollars is likely to be added to the deficit.
One result is that interest payments on the debt have become the fastest growing item in the federal budget. In short order now, it will require a sum equal to half the revenue of the personal income tax just to pay the interest on the debt, a transfer of wealth from labor to capital that has no precedent in the annals of this republic. In the situation where the real rate of interest is greater than the real rate of economic growth, the national debt compounds at an explosive rate. This is now the case and is likely to remain so for years.
If I describe the president's concept as inspired, it is not because I admire the way it is working out. I do not. The execution has been so mismanaged that sooner or later it will probably lead to calamity. Consider that today, for the first time since 1914, when World War I led to the liquidation of European holdings over here, the United States has become a net debtor nation. We have dissipated our capital and could be on the verge of losing much of our industry. Even so, one has to admire the sweep of the Reagan revolution.
Not sixteen years ago, as a member of the Cabinet of another Republican president, I helped craft a legislative program which called for the federal government to assume all the welfare costs of states and localities, to share its revenue with those states and localities, and to give them greater control over manpower programs. The federal government adopted revenue sharing, a program designed to keep initiative alive in states and localities. The federal government established Supplemental Security Income (S asserts that social insurance is a national responsibility. Whatever proposals reflected a feeling for federalism.
When state and local officials meet today, they spend much of the talking about proposed federal program cuts and asking how to prev or limit them. This is what they are supposed to be doing. The R leadership of the Senate is doing much the same. In all likelihood still be doing this a decade hence.
There is an irony here. Because the debt has grown so great, th the federal government, as a proportion of the gross national p now larger than it has ever been in peace-time history. But the budget, especially the portion allocated to states and localities, is now permanent pressure and will remain so. Small victories come in term ing programs from being cut, or of keeping cuts from being too for the chance of major policy changes, George Will recently estima likelihood as having gone from "not very" to "are you kidding This is why attention should be drawn to one subject about which and states can and ought to make a difference. This concerns a pr proposal of constitutional dimension that has not yet been adopted, well be in the near future.
In his 1984 State of the Union address, the president proposed to present the Congress with a major overhaul of the tax system. A first step was taken in November when the U.S. Treasury Department published a three-volume report entitled "Tax Reform for Fairness, Simplicity, and Economic Growth." This was followed by a second Treasury Department report similarly titled and issued in May 1985.
In many ways, the basic proposal contained in these reports is altogether admirable. One can call it the pure theory of taxation. One can also call it afestschrift for Stanley Surrey, President John F. Kennedy's renowned Assistant Secretary of the Treasury, who preached the gospel of a tax code that would be neutral with respect to individual or corporate economic choices.
Part of the proposal, however, embodies a profound constitutional error. This is the proposal to eliminate the deduction of state and local taxes for the purpose of assessing federal income taxes.
It would be the huge irony of President Reagan's administration if, having started out to reduce the size of the federal government, it ended up putting in place a principle that can only vastly enlarge the scope of the federal government. Yet that is what is at issue here.
The framers of the U.S. Constitution had more thoughts about power than merely its limitation. They recognized and accepted the reality of the power embodied in government, and they sought not only to ensure that it was limited but to ensure also that it was shared. This was the system we call federalism. It was not copied from anyone. It was wholly an American innovation, and it is precious.
In the debate over the president's tax proposals, much depends on our Treasury Department reports would do. Last year, the deduction for state and local taxes reduced feder by $28.5 billion; in 1988, according to the Treasury Department, reduce federal taxes by $34 billion. This is a large sum, and it in a question of first importance: how much would the actual burde and local taxes increase if the deduction were repealed?
We do not have precise figures, but state and local governmen about $310 billion in round numbers through taxes last year. The change in the federal tax code, then, would increase the real burden state and local taxes by about 10 percent.
The arithmetic is easy. The federal deduction reduces the "real state and local taxes by upwards of 10 percent. For persons in h brackets, the cost is correspondingly greater. This would certain a good deal of migration out of high-tax jurisdictions. Indeed, the proposal states outright that those who do not like the extra cos ministration proposal would impose "are free to locate in the jur which provides the most amenable combination of public service rates. Taxpayers have increasingly 'voted with their feet' in recen In November 1984, I wrote a short article on the subject for the ed page of The New York Times.5 My first draft began: "If you are for an apartment in Manhattan, help is on the way." On second I decided this was too alarmist and took the sentence out. I wish now that I had not taken it out.
The proposal will convulse the finances of school districts, that most quiet, efficient, and public-regarding of all spheres of American government. And it will work perversely. More and more, the nation will turn to the federal government for the resources it needs, the very opposite of the principle of the Reagan revolution. (In 1979, California passed Proposition 13 and had to cut local property taxes. The year previous, the state had contributed 40 to 45 percent of all local school district revenues. The year after, the state was called on to contribute 65 to 70 percent of all school funding.)
This also is the very opposite of the principle of federalism. Nothing is so revealing as the language of the Treasury proposal. Over and again the deduction for state and local taxes is referred to as a federal "subsidy:" The provision of the Federal income tax c their state and local tax obligations from t damental statement of the historical righ raise revenues and of individuals not to be double taxed.
The resolution describes this provision of the federal income tax code as the
